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\|_ A penetrating, down-to-earth analysis of 


Strategy in Collective 
Bargaining Negotiations 


ABOR-MANAGEMENT relations are im- . 


portant to employers and employees, and 
also to the general public. A critical phase in 
these relations is the bargaining process during 
the negotiating of a new labor agreement. It 
is subtle and complex, and possesses many of 
the characteristics of a very definite strategy. 
This strategy can be analyzed under the fol- 
lowing headings: I. The Probing; II. The 
Dressing; III. The Simulated Real Position; 
IV. The Real Position; V. The Trading Posi- 
tion; and VI. The Take Position. 


I. The Probing 


As a management and a union prepare for 
bargaining negotiations, they begin very early 
to probe and feel out the battle lines and 
positions of their opposite parties. Each seeks 
the largest and widest bargain favorable to 
itself. 

The union, particularly, starts signalling its 
many bargaining demands by pointing to a 
requested expanding of benefits in a wide 
number of clauses in the labor contract. The 
separate demands may amount to several 
score—running from direct wage and wage- 
fringe benefits to modifications beneficial to 
employees in seniority, overtime pay rules, job 
assignments, promotions, discipline rules, 
grievance handling, and a myriad of other 
provisions covered by the labor contract. 


About the author— 

A professional arbitrator of labor disputes, M. S. 
Ryder is Associate Professor of Industrial Relations 
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These separate demands are advanced 
much in a manner as if they were so many 
tentacles reaching out and probing for man- 
agement reaction in all of these requested 
areas. A major purpose is to obtain a feeling 
where the employer’s acceptance might be 
forthcoming; where flat rejection is probable; 
where there is uncertainty on the employer’s 
part as to what his crystallized position would 
finally be with respect to some given demand. 

In this way, the union also receives some 
pre-battle intelligence for the purpose of shap- 
ing and concentrating its fire power, once the 
bargaining actually starts. Further, in probing 
with a wide demand pattern, it is possible 
sometimes to pick up agreement subsequently 
in unexpected areas where an employer sees 
advantage to himself in making the concession. 

‘MANAGEMENT PROBING 

A management, of course, attempts to dull 
the feel sensitivity of the union’s outstretched 
information-seeking tentacles. This is done by 
keeping management officials uncommunica- 
tive at all levels where the union knows man- 
agement policy information to be present. 

As a further reaction, management may 
signal and even advertise counter-offensive 
points in an effort to probe the solidity behind 
some given union demands. This will be re- 
peated with sharper focus and greater concen- 
trated force at the bargaining table, but a 
start is sometimes made during the probing 
stage. 

Generally, management seeks to prevent the 
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crystallization of positions on the part of 
union leaders by engaging in pre-bargaining 
debates. These debates run the risk of gener- 
ating counter-argument and evoking repeated 
expressions of firmness of purpose on the part 
of union leaders which, in the later stages of 
the actual face-to-face bargaining, may result 
in union leaders being unable to recede from 
their early positions without cost to their 
political status and prestige in the union. 

As some industrial relations experts have 
noted, a union leader must leave the bargain- 
ing table in such a position as to claim a vic- 
tory before his union member constituents. 
Therefore, if a management pushes a union 
leader to publicly avow or reavow his demands 
and repeatedly express himself on the right- 
ness and justice of his bargaining objectives, 
final agreement on less is harder to reach be- 
cause of the face-saving that may be involved 
on the part of the union leader. 

This consideration may also apply to the 
corporate face and to the prestige of the better 
known officials of a particular management. 
To say in the pre-bargaining stage “never” 
and end up after bargaining saying “yes” to a 
greater or lesser degree is a factor in keeping 
the corporate mouth shut. 


II. The Dressing 

Some collective bargaining negotiations are 
more significant than others. This may be be- 
cause of the size of the employer and the 
union, the great economic power each can 
direct against the other, the strategic import- 
ance of the particular industry in the general 
economy, and so forth. These parties may be 
pattern-setters. What they may eventually 
agree on will not only be followed in their own 
industry, but may be copied and projected to 
other industries. This has been true of some 
of the bargaining results reached in the past 
by the General Motors Corporation and the 
Ford Company and the C.I.0. Auto Workers 
Union and the United States Steel Corpora- 
tion and the C.I.0. Steelworkers Union. 

The wage increases of 181% cents negotiated 
by these parties in early 1946 served as a 
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pattern for the amount in cents agreements 
reached by many other companies and unions 
throughout the country. A system for wage 
increases or decreases tied in with the rise or 
fall in the Consumers Price Index, and an 
annual improvement factor loosely geared to 
increased productivity, negotiated by the Auto 
Union and General Motors in 1948, and the 
five-year agreement term contracted by these 
same parties in 1950, are good examples of 
the pattern-setting bargaining measured by 
the thousands of followers that adopted this 
pattern. The health, welfare, and retirement 
agreement reached between John L. Lewis’ 
Miners Union and the Coal Operators in 1947, 
and the Ford pension agreement in 1949 are 
additional examples of pattern setting. The 
Ford supplementary unemployment pay agree- 
ment reached in June of this year is also of 
the same stamp. 

The settings in which these important and 
relatively new types of working conditions 
have been formulated are called turning point 
bargaining cases. A turn or important addition 
to the conceptual structure of worker benefits 
contained in a labor agreement was fashioned 
in each of these cited situations. 


ATTEMPTS TO INFLUENCE THE 
GENERAL PUBLIC 

In turning point negotiations, and to a 
lesser degree in other important negotiations 
where substantial bargaining power is present 
and applied, each party will build up much 
publicized justification for their proposals or 
counter-proposals. Each dresses his positions 
and propositions in language and concept cal- 
culated to appeal to the social, economic, and 
political predilections of the public as well as 
the community of workers directly affected by 
these negotiations. Generally, much of this 
will take place prior to the actual start of 
negotiations. This dressing up phase may 
cover several months before the beginning of 
negotiations and in some cases it may spread 
over a much longer period. 

The parties will exhort and attempt to 
corral public opinion by appeals to economic 
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and political opinion, to tnets of social justice 
and community morality, and the like. Slogans 
will be hurled into the generating fires of 
public opinion and “steam up” points of view. 

Employers will issue impressive statements 
indicating that only they stand in behalf of 
the retention of the free enterprise system, 
only they recognize the eternal verities of the 
law of supply and demand, only they stand 
for the democratic way of life; and the danger 
of retarding further ventures into production 
expansion if union demands are met. 

Both employers and unions will cite the 
theories of reputable economists which support 
their respective positions, and they will go far 
to show that what each stands for is the best 
for the growth of the general economy. 

Unions will paint pictures of what their 
positions mean in terms of gaining greater 
industrial democracy and that only they really 
believe in and are doing something about the 
continuing need for increasing the standard 
of living. 

STRESSING THE NATIONAL ECONOMIC ASPECTS 

The turning point in wage bargaining that 
took place shortly after the end of the recent 
World War was dressed in union descriptions 
of the need for expanded purchasing power 
to maintain economic health, and in employer 
descriptions of the active danger to and the 
throttling of reconversion measures that the 
granting of the unions’ demands would bring 
about. Both used a frame of reference created 
around the nation’s economic health. 

The use of bargaining dressing is primarily 
for the purpose of weakening the attack force 
of the opposite party. This dressing is applied 
to soften and undermine the foundation on 
which major proposals and counter-proposals 
are based. It seeks to confound or at least to 
promote self-questioning in a party concerning 
the logic behind a position he has taken. 
It seeks thus to make an opposing party more 
tractable and decrease his bargaining result 
expectancy. This is pre-battle diplomacy used 
in major cases to eventually create in the later 
conferences a reduction in the demand resolve 
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behind basic or key proposals. Any favorable 
impact on public opinion is merely a by- 
product. 

II. The Simulated Real Position 

In collective bargaining meetings the bar- 
gaining skills of the respective negotiators 
play an important part in obtaining desired 
objectives and advantages in the final agree- 
ments that are reached. The more highly 
skilled a negotiator is the more chance there 
is that the organization he represents may 
obtain a greater marginal benefit in terms 
agreed on. 

Management and union sit down at the 
bargaining table with major proposals and 
counter proposals backed by bargaining cush- 
ions that can be depressed as the need de- 
velops during the negotiating process. An 
example of a bargaining cushion related to a 
wage increase would be in a situation where 
the union requests fifteen cents an hour in- 
crease and at the same time has privately 
decided that it can settle for eight cents. The 
difference between eight and fifteen cents— 
that is, seven cents—is the union’s bargain- 
ing cushion on the wage proposal. 

On the other hand, the company states that 
it cannot afford nor will it give any wage 
increase, but the company has also privately 
decided that if pressed it would agree to five 
cents increase. Its bargaining cushion is, there- 
fore, five cents, the difference between zero 
and five cents. The private, secretive, un- 
announced wage figures are the minimum and 
maximum in the union’s and management’s 
cushions, respectively. The area between the 
company’s maximum of five cents and the 
union’s minimum of eight cents has been 
termed the area of bargaining expectancy. 
Perhaps recent wage settlements in the par- 
ticular industry or in the locality have ranged 
between five and eight cents or thereabout. 

THE TEST OF BARGAINING SKILL 

The test of bargaining skill is the negotia- 
tor’s ability to return for his side a portion of 
his own bargaining cushion. If the parties 
finally settle for ten cents in the example 
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given, the union negotiator is considered a 
success in preserving two cents from the 
union’s cushion. This would likewise be truc 
if the management negotiator (there are gen- 
erally a team of negotiators on each side) were 
to retain part of the management’s cushion 
in the final wage agreement reached. While 
both the management and the union negotia- 
tor would be considered a successful negotia- 
tion technician in obtaining his respective 
figures originally set at five and eight cents, 
respectively, the regard for his ability and 
skill increases in direct proportion to the 
amount he can retain in the final agreement 
from his own cushion. 

This test of negotiatory ability not only 
takes place in wage bargaining, but can go 
on with respect to degrees of seniority com- 
mitments, degrees of union security, and other 
major provisions in the ordinary labor agree- 
ment. 

Consequently, bargaining parties tend to 
advance to each other claims of finality of 
position which are simulated and are not their 
real and final positions. They will work hard 
to create the illusion of finality in the hope 
of obtaining a concession from the opposite 
party and retain part of their own bargaining 
cushions. The range of concessions they will 
make is compressed slowly and grudgingly. 
As they make each concession in their bar- 
gaining cushion, the management going up 
and the union going down, they will claim 
more firmly that in each instance they have 
reached the limits of their compromising. 


FALSE BREAKING-OFF POINTS 


In the lower ranges of their respective 
bargaining cushions, they will buttress their 
simulated real positions by advancing the 
impression that they are at breaking-off points 
where further negotiation is fruitless. These 
are called false breaking-off positions and are 
utilized to compel agreement at some favor- 
able point in the claiming party’s cushion. 
Strategems are used to create impressions of 
the forthrightness of these claims. One of the 
parties may stalk out of the meeting room. 
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The other party may sit impassively and let 
the first party walk out. Both, in this particu. 
lar circumstance, are resting on the strategy 
of the false breaking-off point. Strike prepara- 
tions may be publicly accelerated by either 
party to impress the other party with the 
sincerity of the immediate break-off in nego- 
tiations. 

At the management’s false breaking-off 
point, a company may act in a simulated 
resigned fashion, and state that the union 
might as well put it out of business by striking 
as the sheriff is bound to do if it capitulates at 
this point to the union. The union negotiating 
committee may retire to create an impression 
of reconsideration of its position and come 
back with the statement that it will make a 
limited further concession, which may still be 
at a point above the minimum in its cushion. 
The union may simultaneously announce that 
this last concession is its final one and no 
further conversations need be engaged in if 
the management is not disposed to yield at 
this new point. The management may move 
along its cushion in response to this tactic, 
at the same time asserting the finality of its 
new concession, which may still be at a point 
lower than the maximum of its concession 
range. 

Should negotiations actually crystallize into 
a strike at the false breaking-off point of either 
party, it is indeed unfortunate and indicates 
lack of skill in the party that has moved to the 
false breaking-off point. Skill is demanded in 
the manner in which negotiators create false 
breaking-off points to prevent their conversion 
into real breaks in negotiations. Avenues of 
retreat to the real bargaining position must be 
available, though not indicated, where a 
hoped-for victory is pressed strongly at a 
false breaking-off point. 

USEFULNESS OF A MEDIATOR 

In this phase of the negotiations, outside 
third party mediation may be employed by 
either or both of the bargaining parties to 
transmit the alleged finality of their positions. 
Mediators may also be used to aid a party in 
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moving away from a false breaking-off point 
where the other party still makes no conces- 
sion and is willing to break off negotiations. 
Professional mediators are supplied by the 
federal government and some state govern- 
ments. These individuals are used at times as 
conduits in the expression of bargaining posi- 
tions. A mediator’s greatest service can be 
supplied when the bargaining parties are 
locked around a false breaking-off point with 
no immediate “give” on either side. Since a 
mediator’s primary objective is to prevent a 
strike, his skill in aiding the parties to move 
away from a false position of finality is of the 
utmost importance. A mediator’s sensitivity 
in determining simulated real positions and 
then ably moving the parties further along 
concession ranges is the greatest single attri- 
bute of skill in the mediation profession. 
IV. The Real Position 


As the parties respectively move toward the 
limits in their ranges of concessions and com- 
press their bargaining cushions completely, 
and as they find simulated real positions of no 
avail, each reaches his real positions on given 
proposals. Generally, these positions are within 
the area of practical and realistic bargaining 
expectancy. 

At this point all of the excess demand has 
been removed and their minimum goals are 
exposed to each other. Therefore any strike 
threats by the union now take on real signifi- 
cance. Also management obstinancy probably 
means that the company may be willing to 
sustain a strike rather than make any further 
concession. 

Let us assume in the example previously 
given that the union has moved down to eight 
cents and the company has moved up to five 
cents. These are the real bargain positions of 
the respective parties. At this juncture any 
refusal to concede more by either party 
creates a condition where a real breaking-off 
point has been reached. Now, any walkout 
from the meeting-room, or strike preparations, 
are generally no longer intended as a ruse. 
The parties are now more meaningful in their 
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exhortations of each other in pressing accept- 
ance of their proposals. At this point, with no 
further compromises made, a strike may take 
place. 
ince most unions and managements do not 
desire to undertake or undergo a strike, more 
valiant attempts will be made by each of them 
to obtain agreement. 


THE PICTURE OF LOSS 


A bargaining technique much resorted to 
at such a stage in the negotiations is for 
either party to create for the other what can 
be called a picture of loss. In so doing, a party 
attempts to suggest to the opposite party what 
losses the latter will incur in case a strike 
takes place. 

A union, premising its picture on the an- 
nounced resolve to stay out until victory is 
won, will convey to a company what a pro- 
longed strike will do to its competitive posi- 
tion in the market; its possible loss of some 
skilled and key workers; the fixed charges 
cost in keeping productive facilities unused; 
the cost of the wages of non-striking super- 
visory, office, and other employees while there 
is lack of production, and so forth. 

A company, indicating its resolve not to 
capitulate, will portray the heavy wage losses 
to employees in striking. It may emphasize 
a possibility of schism among union members 
over the union’s position in face of a strike 
and the resultant possible weakening of the 
union organization. It may attempt to weaken 
the union’s resolution to strike by emphasizing 
the reasonableness of the company’s final offer 
and the appeal this would have to a heavy 
proportion of the union’s members. These 
members might return to work more readily 
if a strike takes place and thus lessen the 
striking power. 

In creating these pictures of loss a party 
seeks to press reconsideration of position by 
the opposite party. Generally these propel 
reconsiderations, especially where a sincere, 
forthright, and reasonably factual picture is 
drawn that is structured in logic and points 
to known cost experience in earlier strikes 
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among the same parties or the publicized 
strike costs of other parties. We then have a 
two-way reconsideration taking place. Each 
party, while painting the picture of loss for 
the other party, is in turn viewing the picture 
the other party is painting for it and so each 
party poses for itself the basic question of 
what may be the cost to it by imposing a loss 
on the other side. 


COST OF A STRIKE 


In this overall setting both parties realize 
that imponderable and unforeseen costs to 
each of them can arise during the course of 
a strike. The uncertainty as to the duration 
of the strike and the degree of final and 
complete victory is also an important factor. 

In this setting, then, where the real bargain 
positions have been reached, where the incal- 
culable costs of fighting have been weighed 
against the more calculable costs of conceding, 
the parties may turn to trading and compro- 
mising with respect to their real bargain 


V. The Trading Positions 


In our example, the union has made conces- 
sions to the extent of reducing its demands to 
eight cents and the company has made con- 
cessions to the point of conceding five cents. 
In this situation it may be that the parties 
may compromise on a figure below eight and 
above five. Or one party may concede to the 
other party’s figure and trade off one or more 
other proposals that can be figured and 
assessed monetarily. The cost of an extra paid 
holiday, an improved vacation plan, an in- 
creased shift differential, and other fringe 
practices can be figured in by either side. Or 
a wage figure can be traded for a concession 
on a non-monetary principle involved in a 
collateral proposal or a counter-proposal so 
as to result in a set-off of a loss in one area 
with a gain in another. 

When there is a real desire in both parties 
to avoid a strike, each will cast around with 
great ingenuity in attempting to make trades, 
compromises, and set-offs. The more the par- 
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ties tend to trade the greater the desire be- 
comes in each to reach an agreement that it 
can live with. 

AVOIDING A STRIKE 

They will reassess the basic considerations 
they first thought applicable in originally set- 
ting their real positions. In the bargaining 
exchange they may find themselves, voluntar- 
ily or involuntarily, reappraising the elements 
they first thought were of major importance 
in formulating their bargaining ideas. The 
understandable general unwillingness to take 
on a strike, in most cases, promotes a psycho- 
logical urge toward this form of revisionary 
thinking; and, in a realistic reexamination, 
the estimates of the costs of concessions may 
be revised and agreement on compromise 
terms seem more acceptable. 

Negotiating with an impending strike hang- 
ing over the parties creates a deadline factor 
in formulating trades once the real bargaining 
positions have been reached. Sometimes the 
parties will engage in continuous bargaining 
sessions as this deadline approaches in a desire 
to consummate an agreement and be done 
with the bargaining. 

VI. The Take Position 

Having made their trades, the tired parties 
have finally reached what may be called their 
take positions. Each will take what the other 
party is finally offering. They are more or less 
content in the experiential knowledge that 
every proposal has been squeezed dry. 

The final traded proposals and counter- 
proposals are meshed into the written labor 
agreement. A strong “wrap-up” psychology 
pervades all corners of the bargaining room. 
The parties want a packaging and wrapping 
up of the four corners of the agreement. They 
have had enough of conflict and dispute and 
the term and duration of the new agreement 
with its relative peace has a particular appeal 
at this moment. 

The final contract is the handiwork of both 
parties stitched through with a giving and 
taking; and the process, while wearisome and 
nerve-tauting to an extreme, has great dra- 
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matic coloration and overtones which are 
caught by the more sensitive collective bar- 
gaining participants. 

If a Strike Occurs 


In concluding, it may be observed that 
collective bargaining continues even if a strike 
does take place. For a limited time the parties 
may draw apart and widen the area of dis- 
agreement they had narrowed prior to the 
strike. They may even go back to the original 


demands made of each other. With a strike in 
being, however, pressure toward settlement 
does accelerate the tempo with which the 
parties move from simulated to real to take 
positions. In rare situations, one of the parties 
may believe that the strike is weakening the 
other party to the point of eventual full 
capitulation on a basic position. If this belief 
prevails, the negotiations during the strike 
may be conducted for a time in a desultory 
manner. 


DO THE LARGEST MANUFACTURERS HAVE MORE 
STOCKHOLDERS OR MORE EMPLOYEES? 


Some 


mighty interesting 1953 figures about the largest 


100 manuf: ing concerns 


in the United States are given on pp. 466-7 of the November, 1954 issue of The 


Conference Board Business Record. 


set of 
stockholders and of employees of 93 of the firms. Fifty-four com 


showed both the number of 
had more 


stockholders than employees; 39 had more employees than stockho 


CULTURE AS A PERSONAL ASSET 
Essential as concentration is to success in business, under present-day conditions 


there is grave danger of overconcentration. Unless a businessman retains and 


develops 


cultural interests throughout his life, he is likely to experience atrophy of whatever 


such inteests he ever had. 


The older he grows the more a businessman will feel his need for cultural interests. 
One of the things that gives industry concern and still one of its problems is preparation 
of its men, particularly its top men, for their years of retirement. Under currently 


popular plans of com 


retirement at age 65, executives are 


being retired while 


they still are physically fit and mentally alert. With the constantly increasing life 
expectancy, they may look forward to another ten or fifteen years of activity. With 
their own accumulations and with the generous allowance their employer makes for 


them, th 


have no further financial worries. They no longer have 


responsi- 


bilities. are vr ea thenceforth to be free men. But, really, will they be free men? 
will u 


That depen 


stand—their business—or whether they retire to something e 


pon whether they retire from everything they love and under- 


eir cultural avocations 


—which they love also and have loved and nurtured a long time, biding the day when 
they would be free to indulge their devotion to them. 
—Gilbert T. Stephenson, in the Commencement Address 
at Wake Forest College, May 30, 1955. 


HELICOPTER COMMUTERS BY ’58? 


_ If you bet, bet om it, not ag’in it! At least one airline has regularly scheduled i 
helicopter service in operation or planning stage in several cities, and has had for over i) 
six months. Service not only connects smaller cities where big-passenger winger-plane i! 
isn’t practical—but also connects downtown with outlying airports. More impetus to 

commuter helicopting has been added a new 19- 


passenger ‘copter designed by 
Piasecki Helicopter Corporation. Firm builds plane for airline use, plus offshore oil 


drilling, construction, mining, charter sevice. 
—Detroit Free Press, 8 columns, August, 1955. 
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| A critical examination of the validity of the 


explanations given for corporate mergers. 


How Good are the 


Reasons for Mergers? 


wave of business consolidations that 

started about 1950 has given rise to a 
rash of magazine articles dealing with the 
subject. Some writers attempt to rationalize 
the movement; some view with alarm the 
trend toward monopoly; others take the posi- 
tion that this is nothing more than a manifes- 
tation that history is being repeated—mergers 
are a phenomena that accompany all pro- 
tracted booms. 

In explaining the mergers, one approach is 
the buyer’s reasons for wanting to take on 
another company, another approach is the 
seller’s reasons for wanting to unload; still 
another approach is the mutuality of inter- 
ests of the merging companies. One writer 
terms the last type “defensive” merging in 
contrast to “offensive” merging where a strong 
company takes over one that is weak.’ In 
support of each of these positions specific 
examples of mergers are cited. Since the facts 
in each situation differ, generalizations are 
evasive. Some mergers may turn out well 
for all parties involved—owners, employees, 
and the patronizing public. Others may benefit 
only the owners, provided the owners cash in 


early enough. 
Historical Aspect 
The first wave of mergers cited by the writ- 
ers was the “trust”? movement at the turn of 


1 Magazine of Wall Street, Nov. 28, 1953. 
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the century. The motivation of promoters 
then was to gain control of enough production 
to create a market monopoly. The aim was to 
enrich the promoters at the expense of the 
consuming public. From 1898 to 1903, 72 
large industries were merged. Twenty-six of 
the giants controlled 80 per cent or more of 
the production in their respective fields.” 

The second period of mergers was spawned 
by the boom following World War I, and 
flourished in the roaring 20’s. In that wave of 
consolidations 7,000 manufacturing companies 
were involved.’ The initiative in promoting 
those mergers was taken largely by banking 
houses which were having a field day in 
marketing securities. For their services they 
received substantial commissions. 

The current period gained impetus from 
the boom that followed World War II, but 
generally the beginning of the movement is 
dated 1950. The number of consolidations 
was estimated by the Federal Trade Com- 
mission to have been 720 in 1952.4 The 
initiative in this wave largely is taken by 
the industrialists themselves, more often than 
not with honorable intentions. Yet there is a 
type of promoter at work today who is feared 
to be as predatory as the builders of the 
trusts half a century ago. 


Antitrust Aspect 
The probability that consolidations may 
lead to monopolies is not overlooked by the 


_— Business Review, May-June, 1955. 
4 Barrons, Sept. 21, 1953. 
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antitrust enforcement agencies of the govern- 
ment. One proposed merger (Bethlehem Steel 
and Youngstown Sheet and Tube Company) 
has been questioned by the Department of 
Justice.° 

The Clayton Act was amended in 1950 to 
strengthen the law and prevent the purchase 
of the assets of one company by another if 
the action would tend substantially to lessen 
competition. In 1953 an investigating group 
of sixty lawyers, economists, and government 
representatives was appointed to constitute a 
National Committee to Study the Antitrust 
Laws. After eighteen months of study they 
presented a report in which they stated that 
little change is needed in the antitrust laws, 
if existing laws are properly administered. In 
substance the committee recommended the 
application of the rule of reason.* 

In May, 1955, the Bureau of Economics of 
the Federal Trade Commission released a 
voluminous report on mergers. According to 
their count, 1773 mergers were brought about 
in the years 1948-54. Following the Federal 
Trade Commission report, the House Judi- 
ciary Committee began hearings on merger 
activities looking toward a tightening of the 
antitrust laws.” 


Buyers’ Reasons for Merging 


Naturally two parties are involved in every 
merger. In some cases one company is the 
dominant factor in the deal, and in other cases 
the merged companies come in on an equal 
footing. Generally a strong company takes 
over a weaker one, one party definitely dom- 
inating the situation. It may be inaccurate to 
term all such companies “buyers”; more cor- 
rectly they are “absorbers.” From reading all 
that has been written about mergers one can 
glean quite a list of arguments in support of 
what. one writer has termed “the urge to 
merge.”® The reasons most frequently men- 
tioned are: diversification, rounding out the 


5 Michigan Business Review, July, 1955. 
6 Iron Age, Sept. 23, 1954. 

7 Business Week, May 2, 1955. 

8 Fortune, Nov. 1954. 
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family of products, stabilizing income, acqui- 
sition of market outlets, protection against 
technological change and threatened consumer 
substitution, and seeking growth to keep up 
with expanding national economy. 


Validity of Arguments: 
“Diversification” 

The entire list of arguments does not apply 
to every merger, but each merger is explained 
by one or more of the apparent advantages. 
In many mergers the reasons given are valid; 
in others the logic is obscure. Doubtless the 
parties to mergers are satisfied that their 
action is sound, even though the reasons given 
the public may seem to be more specious than 

The diversification argument comes close 
to being a mere generalization. Diversification 
implies going into products unlike those tra- 
ditionally made or handled. Various shades of 
diversification are indicated. The least radical 
change in company policy is the rounding out 
of the family of products. A greater variety 
of items of the same basic character increases 
service to customers by enabling them to buy 
all of their wants in a given line from the 
same supplier. It also reduces sales expense 
for each item sold. One of the arguments of- 
fered for the Bethlehem-Youngstown merger is 
that one of the companies produces articles 
of steel that the other does not produce; for 
example, pipe and tubes are produced by 
Youngstown and not by Bethlehem. Bethle- 
hem produces armor plate and Youngstown 
does not.® 

At the other diversification extreme is the 
acquisition of a company which manufactures 
an article bearing no relationship to the tradi- 
tional product, either as to raw material, pro- 
cess, utility, or method of marketing; for 
example, a flour milling company acquires a 
company that manufactures plastic sponges.’ 
An office equipment company combines with 
a company that manufactures gyroscopes.’ 


® Michigan Business Review, July, 1955. 
1 Business Week, Sept. 19, 1953. 
2 Fortune, Aug. 1955. 
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“Stabilization of Income” 

Now consider the argument that a merger 
will stabilize income. Unstable income usually 
is a result of seasonal peaks and valleys in 
sales and production, as well as the cyclical 
ebb and flow of demand. It is presumed that 
one product is up while another is down; 
while one is making a profit the other is not. 
When business in one product is inactive the 
segment of capital invested in the unprofitable 
item is not working efficiently; production 
workers are on short work week or are laid off 
entirely; the sales force handling the depressed 
product may be reduced in number. All per- 


sons involved in this particular division are | 


just as badly off as they would be if this were 
the sole item of production of the operating 
company. Year in and year out each dollar of 
capital does no better with diversification than 
without it, because when one facility is pro- 
ducing a profit, part of the profit must be 
spread over another facility that is down. 

If facilities could be shifted from product 
to product and workers could be shifted, too, 
then diversification might keep both assets and 
workers uniformly busy. But usually neither 
can be shifted. Therefore, diversification as a 
season and cyclical leveler does not work the 
magic that it generally is supposed to do. 

The protection of a company against losing 
ground because of technological change is 
valid in-so-far as facilities and work force can 
be diverted to the new product, if it super- 
sedes the old. But scrapped capital assets are 
lost capital whether constituting all of an indi- 
vidual’s possessions or only a small part of 
them. Nevertheless, a company’s assets, fixed 
and current, can be preserved and kept profit- 
ably at work if management of a business is 
alert and goes with the tide of technological 
progress. New ventures gain enough to offset 
losses on abandoned undertakings. 


Sales Aspects 
As to making a favorable impression on 
investors by showing a steadily rising sales 
curve, a “growth” company generally is not 
expected to acquire its growth by combining 
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its sales with those of another company with 
which it has consolidated. Yet writers point 
with pride to one or another aggressive leader 
who has increased his company’s sales four- 
fold in as many years, when in truth he has 
not created anything new; he has just dumped 
a number of old things into the same basket: 
The national economy shows no greater in- 
crease than it would have done otherwise. 
Moreover, the industries brought together in 
this manner may not be assured of long run 
prosperity without the aid of other factors 
than the inflation of figures in the financial 
statement. 

Justification is claimed for many mergers 
in which improved financial statement com- 
parisons are only an incidental result. Increase 
in the number of market outlets is pointed to 
in recent automobile mergers. For example, 
Kaiser-Frazer and Willys combined outlets 
were reported to have been 2,300 Kaiser 
dealers and 2,100 Willys dealers.‘ The Hud- 
son-Nash merger brought together 2,000 
Hudson dealers and 1,600 Nash dealers.® In 
situations where diversification is involved, 
the acquisition of a going concern brings in 
established market outlets. Moreover, it en- 
ables a company to enter a new field with a 
minimum of risk because pioneering already 
has been done. 

The pooling of research talent and facilities 
is a strong argument for mergers, provided 
there is close relationship between the pro- 
ducts of the merged companies. In the same 
vein is the claim that a larger company can 
command the talents of high priced specialists. 
Now and then a merger is effected for the 
sole purpose of bringing a new president in 
with the merged company. 


Financial Advantages 


Another group of claims can be classified as 
“financial” advantages. Each of two or more 
companies has, of course, a pool of cash, al- 
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though one may have proportionately more 
than the other. Putting them together makes a 
larger pool. Under some circumstances this 
may be an advantage; cash may be used 
where it is most vitally needed on a given 
date. Certainly if it strengthens one party to 
the merger it must weaken the other. In a few 
isolated cases a company may have an un- 
necessarily large cash reserve. Sharing it with 
another may help the weaker company and 
yet not materially weaken the company that 
has supplied the surplus. Cash and other 
quick assets invariably are offset by current 
liabilities. Therefore, cash always must be 
looked at in relationship to current debt. 
The claim that merged companies can com- 
mand more credit than can either of two 
smaller companies is true. But the consoli- 
dated company will need more credit. Never- 
theless, it is conceivable that a bank might 
give a larger line of credit to the enlarged 
company than the total lines of each of the 
merged companies, on the theory that each 
company, in a way, is guaranteeing the credit 
of the other. Somewhat the same reasoning 
will support the contention that a large capital 
backing will enable a company to take risks 
that would break a smaller company. But the 
magnitude of the risk must not grow in the 
same proportion as the company has grown. 
An argument that bears scrutiny is that, 
in building a large fund of capital assets by 
merging a group of smaller companies, a com- 
pany can acquire funds for expansion through 
an enlarged depreciation reserve.® The reason- 
ing is questioned because the theory of depre- 
ciation is that facilities wear out in use and 
must be replaced. A percentage is added to 
production costs to account for this wear and 
tear, and is recovered in the selling price. It 
is presumed that funds thus accumulated will 
pay for the worn out asset. Depreciation ear- 
marks funds for replacement but hardly for 
expansion. Moreover, cash is available for re- 
placements only if it has not been spent for 
something else, or distributed to stockholders. 


6 Fortune, Nov. 1954. 
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Cost Reduction 

Merged companies can make cost reductions 
possible in the following ways: 

1. Elimination of duplicate facilities. For 
example, operating but one foundry instead 
of two; assigning enough work to costly spe- 
cial purpose machines to keep them uniformly 
busy. 
2. Minimizing transportation costs on raw 
materials by processing them at the plant 
located nearest to the source of supply. 

3. Minimizing transportation costs on goods 
sold by filling orders from the plant that is 
near to the market. 

4. Interchangeability of parts, a strong ar- 
gument in the merger of independent auto- 
mobile companies.” 

5. Spreading administrative expense over a 
larger volume of business. This is a particu- 
larly strong argument for bank mergers. 
Operating expense falls as banks increase in 
size; from 2.41 per cent of earning assets in 
small banks to 1.52 per cent in banks with 
assets of more than $500 million.® 


Other Arguments 

It is claimed, and in some cases proved that, 
in the days of excess profits taxes, a company 
with high earnings could lower its tax bracket 
by acquiring a company that had been losing 
money and carrying forward the earlier losses 
of the unprofitable company.® Tax gains, how- 
ever, are more readily racked up by sellers 
than by buyers, a point that will be expanded 
farther along. 

In the days of materials shortages, suppliers 
of raw materials were absorbed by manufac- 
turing companies in order to assure a supply 
that otherwise might be bought by someone 
else. Vertical integration always has been 
justified for some such reason. Some recent 
chemical mergers have been motivated by the 
desire of one company to acquire raw ma- 
terials, and by the other to find a market for 
its raw chemicals. 


7 Magazine of Wall Street, Feb. 20, 1954. 

8 Statement by John J. McCloy before H.R. Anti- 
trust Subcommittee on the Judiciary, July 5, 1955. 

® Magazine of Wall Street, Jan. 9, 1954. 
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Still another in the long list of arguments 
for mergers is the acquisition of a listing on 
a major stock exchange. A listing may be 
desired by a promoter who wants to pass his 
holdings on to the public. If the corporations 
in which he has his major interests are not 
listed, he can buy a listing by acquiring a 
company that already is listed, and merging it 
with the companies that are unlisted. 


Sellers’ Reasons for Merging 


It is reported that thousands of small com- 
panies are offering themselves on the merger 
market.' Old companies that have made no 
provision for managerial succession feel the 
need for young, energetic management. In- 
stead of bringing in a new managerial team, 
they seek consolidation with companies al- 
ready manned by competent leaders.? While 
continuity of management. is urgent in old, 
family-owned concerns, preparation for pay- 
ment of inheritance taxes is even more urgent. 
Executors of estates of owners of a closely 
held company may not be able to market an 
amount of securities sufficient to pay inheri- 
tance taxes and estate taxes. It may become 
necessary to liquidate the whole property at 
great sacrifice. Therefore, the possession of 
listed shares in a large company is highly de- 
sirable, and has given impetus to mergers of 
small companies with publicly owned corpora- 
tions. 

Still another impact of taxes on the owners 
of small companies is the deferment of capital 
gains tax. Deferment is achieved when pay- 
ment for a property is obtained in the form of 
bonds or stock in the purchasing company. 
As long as the stock is held no capital gains 
tax need be paid. Even if the securities should 
be marketed immediately and the capital gains 
tax paid, the residue can be invested in tax 
exempt bonds. The owner’s net income may 
still be higher than the amount that was left 
from the old business, after paying personal 
income tax in the higher brackets.* 


1 Printers Ink, Aug. 21, 1953. 
2 Fortune, Nov. 1954. 
3 Barrons, Sept. 21, 1953. 
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Owners of small companies that are doing 
very well for the present, but whose future 
is not so assured, may want to take advantage 
of present high prices, get their money out 
and invest in something of more durable 
value.* 

Small companies in growing industries have 
not been able to accumulate enough capital 
from reinvested earnings to keep pace with 
the market demand for their products. Excess 
profits taxes have cut heavily into their earn- 
ings, and even today they can retain only 48 
cents of every dollar of earnings. More capital 
is needed for expansion than is at their com- 
mand when they are not well enough known 
to sell securities in the investment market. 
Many such companies have merged with 
strong companies which are able to provide 
the needed capital. Sellers in mergers of this 
kind exchange their properties for stock in 
the absorbing company, free from capital 
gains tax. In some instances officers of the 
merged companies are retained at substantial 
salaries and continue to manage as they al- 
ways have done. Their problem of capital for 
expansion has been solved. They are still in 
command and have an umbrella over them. 
The Colorado Fuel and Iron Company is said 
to have a policy of not acquiring a company 
unless it has management strong enough to 
carry on its business. The parent company 
can not spare managerial talent.® 


Employee Morale 


Companies that have gone into mergers 
admittedly encounter problems. One cause 
of internal disturbance is weakening executive 
morale in both companies. Which men will 
outrank others in the consolidation? Enthus- 
iastic cooperation is lost if executives are 
worried about their ultimate fate. Shifting of 
executives can be done ruthlessly, or the men 
involved can be pampered and protected. 

Opinion on this subject is divided. One 
executive who dominated a recent merger is 
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quoted thus: “The issue can not be person- 
alized. When you have to make changes in the 
new setup, do it because of the organization’s 
need, not because of the persons in it.”” No 
matter how tactfully the adjustments are 
made, where compression is necessary some- 
one is likely to lose out. 

This is not always true, however. Acquired 
companies that are operated as subsidiaries 
under pre-merger management have no such 
organization problem. In other cases where 
immediate retrenchment in administrative ex- 
pense is less urgent than maintaining morale, 
compromise adjustments are made. Deadwood 
is eliminated by degrees, but there is no great 
hurry. 

When a new line of products has been 
added to an established line with the objective 
of employing the same sales force to handle 
the expanded line, problems are encountered. 
In the first place, salesmen must learn the new 
line. In the second place, no matter how much 
effort has been made to educate salesmen, 
they still may be prejudiced against the new 
line and may be unwilling to push it. Then, 
too, buyers may be prejudiced against one of 
the products and may refuse to have further 
dealings with the company.*® 


Conclusion 


The increasing number of mergers is at- 
tracting attention in many quarters. Specula- 
tors see a chance to pick up under-valued 
properties and transform them, through con- 
solidation and combination, into corporations 
whose securities are marketable, and then 
skillfully to unload them on a stock-hungry 
public. Business managers who feel the pres- 
sure of competition try to ward it off by com- 
bining with some other equally harried group. 
In union they hope to find strength. Members 
of the government, both law-makers and law- 
enforcers, believe that the public interest 
should be protected and that a crackdown is 
in order. 

But thus far the merger movement does 
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not appear to have reached the proportions of 
the wave in the 1920’s. However, the fact that 
it does resemble what happened in that period 
causes some thoughtful persons to fear that 
the aftermath of the boom may be disastrous. 
Their fears may be dispelled somewhat by 
the thought that in thirty years a three per 
cent a year growth in the national economy 
should mean a cumulative increase of 90 per 
cent. In addition to that, when dollars are the 
measurement of size, it must be remembered 
that today’s dollars have about half the value 
of the dollars in 1925. Therefore, today’s 
figures should be divided by four to put them 
on a basis reasonably comparable to 1925. 

No less than twenty arguments have been 
advanced by different writers in support of 
mergers. Diversification, the most frequently 
mentioned objective, presents a few fallacious 
arguments. Where the objective is to stabilize 
income by bringing together a heterogeneous 
group of products it is somewhat like a diver- 
sified investment portfolio. While it is true 
that all the eggs are not in one basket, it does 
not guarantee that none of the eggs will be 
broken. This idea of dabbling in a diversity 
of products, if carried to an extreme, would 
mean that many companies would be doing 
different things, with no company applying 
all its talents to one product. 

Some of the financial arguments are spe- 
cious; others suggest valid reasons for merg- 
ing. As to cost reductions, savings have been 
experienced by companies which have been 
able to mechanize processes by concentrating 
operations. The Pittsburgh Consolidation Coal 
Company is an outstanding example. 

Tax saving as an inducement may prove 
illusory, since Internal Revenue is intent upon 
closing tax escape hatches. It is likely that 
with so much study being given to mergers, 
greater caution will be exercised by business- 
men in the future and only those mergers will 
be launched that will ultimately benefit all 
parties at interest—owners, employees, and 
the consuming public. In any event, citizens 
who are not helped by mergers will not be 
seriously injured by them. 
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trading stamps as a sales promotional device. 


| | The advantages and disadvantages of using 


Trading Stamps—Are They 
Good for Retailers? 


T present we are in a period of trading 
stamp resurgence. With increasing compe- 
tition and lower net profits, more and more 
retailers are placing the burden of their sales 
promotion on trading stamps. For many retail- 
ers trading stamps, sometimes called gift or 
premium stamps, have been highly effective in 
increasing sales volume and net profit. Other 
retailers, however, object to stamps as merely 
an added expense burden that will destroy the 
little profit now left to many retailers. The 
question then is, are stamp plans good for 
retailers? Do they attract additional business 
on a profitable basis? 
To the customer, trading stamps dramatize 
a small saving. Even on a small purchase the 
quantity of stamps received is impressive. 
Customers who would not walk a block to save 
two cents on a dollar purchase will drive five 
miles to secure two cents’ worth of trading 
stamps for buying the same item. Here the 
careful shopper may note that frequently the 
trading stamps are paid for at the time of the 
purchase through a price that is slightly high- 
er than competition. Even so, in the mind of 
the customer the lure of the trading stamp 
offsets any slight disadvantage in the price 
paid. 
Customers’ Attitudes 
Trading stamps enable a customer who 
budgets expenses for food, gasoline, and other 
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recurring purchases to secure luxuries at no 
apparent cost. Thus the housewife who would 
not think of spending money for an approp- 
riate lamp for the picture window will save 
stamps determinedly to secure the same lamp 
as a premium. 

In many customers, collecting trading 
stamps creates a mental attitude of happy 
frustration. Once this customer has succumbed 
to trading stamps the challenge of the unfilled 
stamp book causes relentless pursuit of still 
more trading stamps. Such customers may be 
from any income group. For many, collecting 
trading stamps is a game at which they cannot 
lose. 

Trading stamps may provide the customer 
with extremely good values in premiums. Fre- 
quently, a premium is offered for stamps 
whose cash value is approximately half the 
premium’s usual retail price. At the time of 
his purchases, the customer receives stamps 
worth 2 per cent of the cost of the purchases. 
With the premium offered at wholesale, the 
total value of the stamp scheme to the cus- 
tomer may be upward to 4 per cent of the 
cost of the merchandise for which the stamps 
were given. 

Trading stamps do not appeal to some 
customers. These consider stamps too much 
bother or believe retailers not burdened with 
the cost of stamps can give better values. 
Such customers want the best current values 
and services without the premium tie-in pur- 
chase that stamp plans involve. 
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Chief Users of Stamps 

Chief users of stamp plans are the small 
retailers to whom other means of sales pro- 
motion are not available on equal terms with 
larger stores. For example the retailer may 
be a neighborhood store which cannot use the 
local newspaper, radio, or television effectively 
for advertising purposes. Usually the retailer 
has not been able to use other means of pro- 
motion satisfactorily. The merchandise han- 
dled is standardized and of the type which 
customers frequently purchase. Many dry 
goods, grocery stores, and filling stations meet 
the specifications. They represent the hard 
core of retailers for which trading stamps are 
an attractive sales promotional device. 

Trading stamps are also of interest to large 

stores using a bargain appeal and promoting 
with cut prices and loss leaders. With the suc- 
cessful use of stamps both sales volume and 
margins may be improved with less emphasis 
placed on leader merchandise and bargain 
prices. 
Trading stamps are used by some grocery 
supermarkets, usually single stores or local 
chains. This gives them a competitive device 
not employed by most large national grocery 
chains and in many instances their use of 
stamps appears to be quite successful. For 
example, at a recent meeting of the Super 
Market Institute one operator stated that 
within four years after taking on a stamp plan, 
sales increased from $4 million to $12 million 
and net profit from 2 per cent to nearly 4 
per cent of sales. Decreases in the percentages 
of rent, warehousing, and administration off- 
set the cost of the stamps. The competition 
of this operator is a large chain not using 
stamps. Apparently in this instance stamps 
have caused a considerable transfer of patron- 
age from the national to the local chain. 

The fact that trading stamps are hurting 
at least one national chain is noted in the 
Wall Street Journal Here Safeway Stores, 
Incorporated, a perennial foe of all stamp 
schemes, is reported issuing a 3 per cent trad- 
ing stamp of its own in Oklahoma where it is 
1 March 21, 1955, page 24. 
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prevented from meeting competition that is 
selling merchandise at the legal minimum and, 
in addition, is giving trading stamps. 


Arguments Against Stamps 

Not all the remarks at the Super Market 
Institute favored trading stamps. One opera- 
tor stated he went broke in first giving trading 
stamps and then trying to get out of them. 
Another remarked on the loss of good-will 
when a stamp plan is dropped and a third re- 
marked that trading stamp plans are like fly- 
paper, a trap. Once entangled, customers soon 
say, “What are you going to give us next?” 
These give-a-ways are never through and that 
is why they are a trap. 

On the basis of the foregoing remarks an 
important observation can be made. If trading 
stamps are not to add to a retailer’s cost of 
doing business, a very substantial increase in 
sales must be secured. From the remarks of 
one operator an increase of 40 per cent re- 
duced overhead enough to pay for the stamps 
and return a substantial profit. 


Mathematics of Using Stamps 


A retailer can calculate in advance the sales 
increase that will make stamps profitable with 
no increase in retail prices. To illustrate let us 
assume a business with annual sales volume of 
$100,000, with a gross margin of 25 per cent 
and total expense of 25 per cent. Let us as- 
sume further that total expense is 15 per cent 
overhead and 10 per cent direct costs on the 
present volume; sales can be increased 50 
per cent with no increase in overhead and 
only a 5 per cent direct cost on the additional 
business, then the net profit will be 20 per 
cent of the increase in sales. 

Trading stamps are introduced at a cost of 
three cents per dollar of sales. Immediately 
there is a $3,000 additional cost on the pres- 
ent business and, in addition, to the 5 per 
cent direct cost mentioned above, another 3 
per cent must be added for stamps on sales 
above $100,000. With stamps the new net 
profit percentage on the additional business 
is 17 per cent not 20 per cent. For this store, 
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the new break even sales volume with stamps 
is $117,650. This means an increase in sales 
of 17.65 per cent is required to be in the same 
break-even position as was possible with the 
$100,000 volume before trading stamps. A new 
sales volume of $150,000 or 50 per cent in- 
crease would result in a $5,500 net profit and 
make trading stamps well worth while. At this 
point the plant and staff are used to capacity. 
Increasing size of plant and staff would cause 
additional expenses so that an increase of sales 
volume upward to $175,000 would be needed 
to increase the profit figure still further. 


Sales Volume Increase is Necessary 


The successful introduction of trading 
stamps with its additional cost for the stamps 
requires an increase in sales volume. Under 
certain conditions, however, the cost of a 
stamp deal to the retailer may be offset with- 
out an increase in sales. A part of the offset 
may come from eliminating all or part of the 
expense of his present advertising and sales 
promotion activities. Because of the stamps, 
the retailer may also be able to raise his 
prices slightly without losing sales. 

The retailer taking on stamps is dangerous- 
ly optimistic to assume that such devices as 
eliminating other forms of sales promotion or 
an increase in prices will make the stamp deal 
profitable. Either course of action by itself 
will decrease sales. For assured success in 
using trading stamps the retailer must have 
a substantial increase in sales volume. In this 
a ditional volume will be found the net profit 
that justifies the use of stamps. 

Where competition is severe most of the in- 
crease in sales will come from competing 
stores. These stores in turn may be expected 
to exert strong pressure to recapture lost cus- 
tomers. The larger stores, both chains and 
independents, will reduce prices and increase 
their sales promotional activities. The small 
stores may be expected to introduce trading 
stamps, usually secured from a competing 
stamp company, for a common method of 
meeting trading stamp competition is trading 
stamps. 
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Outcome of Trading Stamp 
Competition 

Where do these come-lately stores introduc- 
ing trading stamps secure the increase sales 
to offset the cost of the stamps? In many 
instances much of the increase must come 
from the stores that put in stamps earlier. 
Or no such increase occurs and the come- 
latelies are worse off with stamps than they 
were before. At this point the competition is 
largely stamp versus stamp. Double or triple 
stamp values are given on certain days. Prem- 
ium values are merchandised intensively. One 
of three things is apt to happen to break such 
an insufferable situation: 

1. The stores may settle down to live with 
their stamps and adjust their prices upward 
to offset the cost of the stamps. 

2. Some stores may discontinue trading 
stamps and go back to promoting merchandise 
instead of stamps. They will find that many 
customers never want to be bothered with 
trading stamps and other customers in time 
lose their zest for collecting stamps and are 
not influenced by trading stamp deals. 

3. By legal means or mutual agreement 
trading stamps may be forced out of certain 
market areas through prohibitive license fees 
or taxes. 


Shortcomings of Stamps as a 
Promotional Device 


Although from the standpoint of the re- 
tailer, trading stamps are an effective pro- 
motional device in some situations, they have 
important shortcomings. Sales promotion with 
trading stamps is largely mechanical and is 
much the same for all stores. Trading stamps 
give no store distinctiveness and do not estab- 
lish a patronage motive when competing stores 
also use stamps. If stamps are discontinued, 
the patronage motive emphasized in the sales 
promotion is lost. 

On the other hand, forms of promotion 
that emphasize price, quality of the merchan- 
dise, reliability of the store and of its em- 
ployees, and why the store is a pleasant and 
enjoyable place in which to shop, promote a 
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lasting reputation for a store as a good place 
to buy merchandise. This reputation is owned 
by the store and is not the property of a 
trading stamp company. 

Some stores fail to realize that the import- 
ance of over-all sound merchandising is just 
as important with trading stamps as without 
them. Trading stamps are not a cure for store 
disorders caused by competitively inferior 
merchandise, high prices, crude salesmanship, 
poor customer services, or just generally slop- 
py store operation. This is not the fault of 
trading stamps but there is an over-optimistic 
attitude on the part of some retailers that 
trading stamps by themselves will make their 
stores successful. 


The Discontinuation Problem 


Finally, even if trading stamps are valuable 
in solving a current merchandising problem 
of a store, it is impossible to discontinue 
stamps without taking a heavy loss in sales 
volume. This means that stamps, once intro- 
duced are hard to discontinue. The reason is 
obvious. A large part of the increased patron- 
age has been caused by stamps; so when 
stamps are discontinued the patronage motive 
is lost and consequently the ardent stamp 
collectors will transfer their patronage to other 
stores who still give stamps. 

Once stamps are introduced, an escape from 


stamps is as much of a problem as changing 
from a credit store to one that sells for cash 
only or discontinuing some other service that 
is desired by many of its cuseomers. 

In contrast with the difficulty of discontinu- 
ing trade stamps as a promotional! device most 
other forms of sales promotion in the adver- 
tising and display field, as well as many pro- 
motional stunts, can be discontinued with no 
loss in sales at any time their affectiveness is 
lost. These promotional tools may be intro- 
duced, intensified, chanbed or discontinued to 
meet changing market conditions. Inflexibility 
is an important reason why most large profit- 
able stores and those wanting to reach this 
enviable condition do not use them. 

Unfortunately, these observations do not 
come to a decisive answer in respect to the 
introduction of trading stamps. Too many 
retailers have used trading stamps success- 
fully to deny their effectiveness in many 
situations confronted by individual retailers. 
The problem with stamps is not their intro- 
duction but their termination once they have 
outlived their usefulness. This termination 
problem is not so serious for most other forms 
of sales promotion. Consequently it appears 
desirable for every retailer to explore fully the 
usefulness of other forms of sales promotion 
before introducing trading stamps in a plan 
for maintaining and increasing sales. 


Recently we had the unusual experience within a few hours time of seeing an 
organization from two leve the eyes of the top executive and a foreman | 
respectively. 
We were impressed when we talked to the executive with the way he seemed to have | 
his “thumb” on the pulse of his organization. He made a definite point of conveying \ 
the idea that he really “had things under control.” And we both commented on his 
statement as we left the office; but with the reservation that such insistent assurance | 
could be “whistling in the dark.” 
In the course of our relations with the com we had occasion to talk with one of | 
_ the foremen. Quite unsolicited, he volunt information to the effect that the “old 
man” was insulated in a blissful, administrative heaven where the revelations he received 
i 
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bere little resemblance to — 
We wondered as we drove homeward who conveyed the real picture? We believe 
the forman did. 
Could you be “whistling in the dark,” too? Why .0t listen and find out? 
—Shepherd Associates (Fort Wo: th, Texas), Jots and Jolts, No. 60. 
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BANK DEBITS—THE MOST ALL INCLUSIVE MEASURE OF BUSINESS ACTIVITY—Check- 
book spending in the Lower Peninsula continued to exceed the peak levels recorded in 1953 and 1954. 
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UPPER PENINSULAR BANK DEBITS—Despite a slight decline in September, Upper Peninsular 
debits reached an all-time high in August. 
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POWER CONSUMPTION-—Industrial power consumption reached an all-time peak in August. The 
September decline reflected cut-backs in automotive production. 
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MICHIGAN EMPLOYMENT-—Employment declined in Angee and September in response to model 
changeovers in the automotive industry. 
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A clear and straightforward explanation 
of the nature and principles of effective discipline. 


How to Get Good Discipline 


HE word “discipline” has different conno- 

tations due to lack of precise definition. 
Unfortunately, it has become principally or 
entirely associated, for many employers, with 
the process of reprimanding, penalizing, or 
punishing employees for undesirable conduct 
or for failing to meet desired standards. This 
use is frequently associated with the term 
“disciplinary action.” 

It might be well, first, to consider discipline 
as a noun describing a state of affairs. This 
would imply good discipline and poor disci- 
pline. What, then, would constitute a situation 
which could be described as good discipline 
on the part of a group of employees? Would 
the main criterion be whether the accomplish- 
ment of the group conformed to goals or 
objectives established for it? If the goals were 
met, but were met at the expense of unwilling 
attitudes by members of the group, would that 
constitute good discipline? 


Better Discipline and Poorer Discipline 


Here we shall define the chief criterion of 
good discipline as accomplishment by the 
group of the goals or objectives established 
for it. This would mean that good accom- 
plishment, regardless of attitudes shown by 
group members, would define the general cate- 
gory—good discipline. However, good accom- 


About the author— 

A holder of two degrees from this University 
(AB., 1940; and M.B.A., 1941), Mr. Hahn is Instruc- 
tor in Industrial Relations in this School. Prior to 
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of Office Administration, Lincoln National Life Insur- 
ance Company, Fort Wayne, ; 


20 


Arthur S. Hann 


plishment can sometimes be attained at least 
temporarily by driving the work group, rather 
than by Jeading it. Since the driving may 
develop an attitude of resentment or antagon- 
ism, it is possible to have good accomplish- 
ment accompanied by poor attitudes. Would 
this still be good discipline? According to the 
criterion established, it would. This indicates 
perhaps two kinds of good discipline. The 
better kind might be described as good ac- 
complishment accompanied by willing atti- 
tudes. The poorer kind would be characterized 
by good accomplishment accompanied by 
resentful or antagonistic attitudes by group 
members. 

The best kind of discipline in an employ- 
ment situation, then, could be described as 
when workers meet or exceed company stand- 
ards, follow rules and regulations, and carry 
out instructions of superiors, and do so will- 
ingly and cheerfully. A less good level of disci- 
pline would be one in which accomplishment 
was similar, but where workers exhibited un- 
willingness, resentment, or antagonism. 


“Discipline” as Action 
Now we change our point of view from 
discipline as a state of affairs or as a result 


‘to discipline as a group of actions or as a 


method leading to the result. We switch from 
the noun to the verb. “To discipline” or 
“taking disciplinary action” implies to the 
majority of people, perhaps a heavy majority, 
reprimands and punishments meted out for 
undesirable acts or for failure to meet desired 
standards of performance. 

This connatation is exceedingly unfortun- 
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ate, since it overlooks the opportunities for 
motivating employees through positive, con- 
structive means which in the long run are 
likely to produce better accomplishment with- 
out the resentment which typically accom- 
panies reprimands and punishments. This does 
not mean there is no place for the deterrent 
approach to disciplinary action; it simply 
means the deterrent approach is only one 
aspect, in most cases properly a secondary 
one. 
It may be helpful to divide disciplinary ac- 
tion into two basic types of approach: (1) the 
positive, constructive approach, and (2) the 
negative, deterrent, or penalty approach. The 
former would be characterized by actions 
which encourage employees positively to meet 
or exceed standards of performance, while the 
latter seeks to discourage employees from do- 
ing undesirable things or from not meeting 
standards by providing and, if necessary, ap- 
plying penalties. Companies typically have 
meant the latter approach when referring to 
disciplinary action. 


How to Encourage Self-Discipline 


The goal of the positive, constructive ap- 
proach is to motivate employees to meet or 
exceed performance objectives through en- 
couragement of self-discipline on their part. 
This approach is better for three reasons: 
(1) it is more likely to achieve above adequate 
performance, (2) it is usually less time-con- 
suming, (3) it causes less unpleasantness. 
Desired actions under this method would in- 
clude: 

1. Establish reasonable standards of per- 
formance and be sure they are known to those 
concerned. Very frequently, self-motivation is 
deficient simply because the employee does 
not know what is expected of him or assumes 
that his work is satisfactory if he is not in- 
formed to the contrary. The simple establish- 
ment and communication of standards goes 
far to implement self-discipline, which is the 
essence of the positive approach. 

2. Let the employee know how he is doing. 
This is particularly important where the 
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standards are more qualitative than quanti- 
tative and where, therefore, the employee finds 
it harder to evaluate his own performance. 
However, recognition and praise are useful for 
continued motivation even where the employee 
knows he is meeting standards. Where stand- 
ards are not being met, the employee should 
be encouraged to recognize this in a discussion 
with his supervisor, the causes uncovered, and 
a corrective program worked out. 

3. Give recognition when due. Recognition 
may take a variety of forms. To the extent 
that it is financial, it should be timed where 
possible to make it clear that such rewards 
are available and used and bear a relation 
to performance. However, praise can be a 
powerful motivator if it is used discerningly 
and with sincerity. Very few employees are so 
constituted that they will give continuous 
superior performance without recognition in 
one form or another from the boss. 

4. Give the employee an opportunity to 
participate by offering his ideas. Having been 
consulted prior to decisions which directly 
affect him and where he is in a position to 
have potentially usable ideas, the typical em- 
ployee is likely to feel more involved and 
interested in performing in accordance with 
the resulting program than where all decisions 
are made unilaterally from above. 

5. The supervisor should set a good example 
himself. Many employees look to the boss to 
furnish the cue as to performance. Even 
though, typically, he will not be performing 
exactly the same kind of work as the employ- 
ees, his standards as to quantity, quality, 
customer service, record-keeping, punctuality, 
and attendance serve as guides to employees. 
His performance in these and other respects, 
on either the favorable or unfavorable sides, 
is likely to be paralleled by a substantial 
proportion of those under his supervision. 

The positive, constructive approach, then, 
focuses upon stimulating self-discipline of the 
employee by indicating standards, noting 
conformance, giving credit when due, con- 
structively analyzing and correcting non-con- 
formance, encouraging participation when 


21 


| 
n 
| 
| 
| 
| 
| 
| 
- | | 
it 
1 | 
t | 
{ 
| 
r 
r 


warranted, and by setting a good example. 
Since self-discipline is administered by the 
employee from within, the supervisor who 
encourages it is likely to find the process more 
efficient, and less time-consuming and frus- 
trating than the use of the penalty approach. 


Deterrents and Penalties 


Nevertheless, it may be advisable to sup- 
plement the positive approach by providing 
deterrents and penalties for members or po- 
tential members of the “unruly minority.” 
Some employees are neither self-motivated nor 
sufficiently motivated by the prospect or pos- 
sibility of recognition, financial or otherwise, 
for adequate or superior performance. For 
these employees, this approach is too subtle to 
comprehend. 

Such persons are more properly kept in line 
by the threat or use of penalties of one sort 
or another for acts of omission or commission. 
For these people, all of whom may not be 
identifiable in advance, the negative, deter- 
rent, penalty approach may be more effective 
in securing acceptable performance and con- 
duct. When deterrent or penalty methods are 
deemed appropriate, the following suggestions 
are useful: 

1. Establish the minimum number of “nec- 
essary” rules, infractions of which will be 
“dealt with.” These should be both reasonable 
and enforceable, and it should be clear that 
enforcement is intended. A long list of pro- 
hibited acts, some of which are neither reas- 
onable nor enforceable make it difficult for 
the employee to know in which cases the 
company actually means business. The sug- 
gestions of first-line supervisors should be 
solicited in determining reasonableness and 
enforceability. 

2. Put these rules in writing, and be sure 
they are communicated. Reducing them to 
writing, together with reasons for the rules 
(if not entirely obvious from the rule itself), 
and taking whatever steps necessary to as- 
sure that each employee has read and under- 
stands the rules will cut down the possibilities 
of misunderstanding or pleading ignorance. 
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If deemed advisable, the supervisor may go so 
far as to explain each rule and the reasons for 
it, or get a receipt from the employee that he 
has read them, or both. 

3. Where necessary, give definitions of in- 
fractions. Some terms used by companies in 
the list of infractions are ambiguous. “Gam- 
bling,” for instance, may range in meaning 
from baseball “pools” or playing games of 
chance for small stakes during the lunch hour 
to running or soliciting for a bookie establish- 
ment. “Insubordination” may mean showing 
disrespect to a superior by manner or it may 
mean deliberate refusal to carry out a reason- 
able order. “Habitual tardiness” has different 
connotations. Wherever a reasonable differ- 
ence in interpretation could occur, it is best to 
define the term for the guidance of supervisors 
and employees alike. 

4. Have known, but reasonable penalties. 
For a potential penalty to serve as a deterrent, 
the circumstances under which it will be ap- 
plied must be made known, and it must have 
certainty of application and sufficient severity 
so that employees will seek to avoid becoming 
eligible for its application. The severity should 
be in accordance with standards which em- 
ployees and supervisors would generally agree 
are fair. Penalties for repeated infractions of 
a given rule may increase progressively in se- 
verity. If fact, in the case of a first infraction 
(assuming it is not a major or intolerable one) 
the penalty may be relatively light, such as a 
reprimand, and the occasion used to counsel 
with the employee about the reasons for the 
rule, the causes of his infraction, and a re- 
minder of the consequences of further infrac- 
tions. Particularly, in cases where the com- 
pany has not taken careful steps to communi- 
cate rules, this may be a good opportunity to 
clarify the company’s viewpoints. 

5. Provide for consistent application. There 
are two basic problems here: (1) consistency 
by the same supervisor in infractions by dif- 
ferent employees; and (2) consistency be- 
tween different supervisors in dealing with 
similar infractions in different departments or 
units. In regard to the first, a question arises 
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as to whether “consistent” application is the 
same thing as “equal” application. “Equal” 
application would imply identical treatment 
of guilty employees once the occurrence of 
the infraction was established. “Consistent” 
application might imply allowance for mitigat- 
ing circumstances or even allowance for differ- 
ent impacts of the same type of penalty on 
different employees. Here no hard and fast 
prior guides are possible, and much must be 
left to the judgment of the supervisor. How- 
ever, he should realize that differences in 
application which could be attributed by em- 
ployees to favoritism, to yielding to spur-of- 
the-moment impulses, or disinterest in fairness 
and equity may undermine the whole program. 
Regarding consistent application between su- 
pervisors, group discussion and perhaps a 
recognized center (possibly the personnel de- 
partment or a higher level of supervision) for 
advice on the customary treatment of specific 
cases may be helpful. 

6. Give the supervisor in charge major re- 
sponsibility for enforcement. Some supervisors 
attempt to avoid the unpleasantness which 
may accompany application of a penalty, 
either by doing nothing or by “passing the 
buck.” It is well to have it understood, pro- 
vided the supervisor has full supervisory re- 
sponsibility in other respects, that he is 
expected to consider negative disciplinary 
action a part of his job when circumstances 
call for it. He should recognize the possible 
consequences of avoiding this responsibility, 
including: loss of respect of employees, loss 
of the factor of “certainty” as a deterrent to 
undesirable acts, or application of penalties by 
someone else in a manner inappropriate to the 
circumstances due to lack of intimate know- 
ledge. Where the penalty called for is dis- 
charge, the company may want to consider 
the discharge effective from that supervisor’s 
unit only, with review at a higher line man- 
agement level or by the personnel department 
regarding reinstatement of the employee else- 
where in the company. This latter possibility 
might be justified where discharge seemed to 
result basically from clash of temperaments 
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of supervisor and employee or was due to the 
inability of an employee to meet requirements 
of a particular department who might have 
potential success in another department. 

7. Will there be a dual standard for 
rank-and-file employees and managerial staff? 
Many companies find it difficult or inadvis- 
able to require supervisor and managerial per- 
sonnel to meet the same standards of conduct 
required of rank-and-file employees. Such mat- 
ters as punctuality, smoking, absence from the 
premises, and even use of intoxicants on com- 
pany premises are examples. Each company 
needs to make its own judgments and recon- 
ciliations here. Perhaps more destructive of 
employee morale than permitting a dual stand- 
ard is actually having one but pretending you 
don’t. Employees for the most part can under- 
stand that the duties and obligations of man- 
agement are such that offsetting liberties may 
be justified. While the supervisor who strolls 
in fifteen minutes to half an hour late in the 
morning may not be as effective in motivating 
his subordinates, everything else equal, as the 
one who arrives on time, nevertheless employ- 
ees may sense no injustice if it is obvious he 
spends considerably more total hours than 
they on matters connected with his job. 


Benefits of the Positive, Constructive 
Approach 


Many companies would benefit from greater 
use of the positive, constructive approach to 
discipline, and for three reasons: (1) this 
approach is more likely to yieid higher than 
minimum or adequate performance, while 
the penalty approach generally stimulates 
employees only to meet the minimum require- 
ments to avoid trouble; (2) the positive 
approach is less time-consuming in the long 
run because it relies upon administration of 
self-discipline by the employee; and (3) it 
avoids much unpleasantness which necessar- 
ily is involved in meting out penalties. The 
negative, deterrent approach has its place but 
is more properly relegated to a secondary role 
for use in cases where employees do not re- 
spond to the positive, constructive approach. 
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l| An imaginative and realistic picture of the 


Highways of the Future 


HEN we consider the tremendous and 

completely unanticipated growth of high- 
way transportation in the last 50 years (or 
even in the last 25 years), we might decide 
that it is futile to try to forecast the nature 
of highways of 50 years hence. 

In the last 50 years motor vehicle registra- 
tions in Michigan have jumped from a mere 
3,000 to almost 3 million. In that period the 
motor vehicle has completely changed our 
economy and our way of life. While the 
thange still continues, the pattern of the 
growth of highway transportation gives us 
guideposts for the future. In fact, the pattern 
for the future is being set right now. 


Some Predictions About Highways 


Much has been written about highways of 
the future. Here are a few predictions select- 
ed from these writings: 

e Airplanes and helicopters will supplant 
automobiles and trucks, and highways will 
be outmoded. 

e Main highways will be triple decked with 
high speed (up to 150 miles per hour) radar- 
controlled traffic on top, commercial traffic 
in the middle, and local and pedestrian traffic 
on the ground level. Every adult will have his 
own vehicle and three- and four-car families 
will be common. A monorail train will be sus- 
pended above the highway. 

e t-to-coast travel by automobile in one 
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day will be possible on a multi-lane highway 
system that bridges expanses as wide as Lake 
Michigan. 

e Our cities will be torn down and com- 
pletely rebuilt around a system of modern 
highways. 

e Private passenger vehicles will be banned 
from the downtown areas with streets reserved 
for streetcars and busses. 

e Most roads and streets will be divided, 
multi-lane freeways. 

Some of these predictions are conflicting; 
some are impractical. 


Some Basic Concepts 


As a basis for ideas on the highways of the 
future, let us consider briefly the nature of 
highway transportation, the type of services 
it provides, what is wrong with our present 
highways, and what service we expect the 
future highways to provide. 

The amazing growth in highway transpor- 
tation arose from its complete flexibility. 
Within minor limitations we can go where and 
when we want to without regard to time 
tables, over more than three million miles of 
roads and streets—all in one vehicle. 

Highway transportation provides door-to- 
door personal transportation and door-to-door 
delivery of goods and services without limita- 
tions set by terminal requirements of other 
transportation methods. 

All other forms of transportation—air, rail 
and water—depend on highway transporta- 
tion. In its own sphere highway transportation 
is self-sufficient. 

Highways basically provide two types of 
service—direct access to land, residences, and 
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business establishments; and (longer distance 
high speed) transportation between terminal 
points. 
Types of Highways Needed 

types of highways. (1) Land access is best 
provided by surface roads with frequent points 
of access as needed, whether it be 50 feet or 
1,000 feet. (2) High volume, high speed move- 
ments between terminal points can best be 
supplied by multi-lane, divided, controlled 
access highways of the expressway or freeway 
type. (3) In between these extremes we have 
the arterial road and street which performs 
both services—access to land and movement 
between terminals of relatively large volumes 
of traffic. 

The freeway or expressway will not meet 
the requirement of land access nor will the 
conventional road of today meet the require- 
ment to provide high speed, safe transporta- 
tion. We need both. 

Michigan’s roads and streets are already 
classified in this manner. Two-thirds of the 
108,000 miles are local or land access roads 
and only about five per cent now require high 
volume, multi-lane facilities. 


What Is Wrong With Today’s Roads? 


Now, let us examine what is wrong with 
today’s roads and what we want and need 
in the future. 

Much of our road network was built for 
the horse and buggy era. 

Many more miles were designed when 
speeds were slower and vehicles lighter and 
smaller. Only a limited mileage in use today 
is designed to serve today’s traffic. 

About $314 billion have been spent in the 
last 50 years to build and maintain Michigan’s 
roads and streets, and tremendous progress 
has been made. In these years the road plant 
has been developed from 68,000 miles of roads 
—mostly sand and clay—to 108,000 miles, 
80 per cent of which is surfaced. This progress 
has been a major factor in the tremendous 
growth in automotive transportation. Unfor- 
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tunately, road development has not kept up 
with the growth in motor vehicle use. 

The major arteries of travel are congested, 
dangerous and slow. Local or access roads 
and streets are often narrow, dusty and poorly 
drained. 

Parking, or the lack of it, is an ever 
mounting problem. The costs of needed im- 
provements is increasing constantly, and the 
economic losses from congestion, delays and 
accidents are tremendous. 


Basic Requirements for Future Roads 


Future roads must meet several basic re- 
quirements if they are to correct these con- 
ditions. They must: 

1. Continue and increase the flexibility of 
highway transportation. 

2. Provide efficient services—access; fast 
and efficient transportation for higher vol- 
umes. 

3. Be tied in with adequate, cheap and 
convenient parking facilities. 

4. Above all, drastically reduce both acci- 
dent potentials and the costs of congestion 
and delays. 

This is a large order and will not come into 
being simply because we want it to. Two 
requirements are essential—know-how and 
money. The job will not be cheap. 

The technical know-how is available. Con- 
tinued research through the years by the 
Highways Research Board of the National 
Academy of Sciences, the U. S. Bureau of 
Public Roads, the state highway departments, 
colleges and universities, and industry is con- 
stantly producing techniques to build better 
and more permanent highways. However, re- 
search must be expanded. 

We know far more about design and ma- 
terials than we did ten years ago. We will 
know much more in another ten years. 

Although still inadequate, more highway 
funds are being made available. The dollar 
needs are great, but they are not beyond 
realization. From an economic standpoint the 
required expenditures are not only fully justi- 
fied, but mandatory. 
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What We'll Get 


Now let us get down to cases and see what 
we are likely to get with this technical ability 
and money. 

In the first place, 50 years from now the 
motor vehicle and the highway will be even 
more important in our economy than they are 
today. Faster and safer highways will induce 
more long trips. More efficient commercial 
vehicles will carry increased tonnage. There 
will be two and one-half times as many 
vehicles on Michigan’s highways as today— 
seven million of them. Travel will triple to a 
staggering total of 80 billion vehicle miles a 
year. 

The large bulk of the mileage—the land 
access roads and streets and the in-between 


. roads that perform both access and arterial 


service will be materially improved in design, 
safety, and economy; but overall can not look 
much different than the conventional roads 
of today if they are to continue to serve their 
simple function. 

Through development of new and cheaper 
materials it will be economically feasible to 
provide dustless, skidless surfaces on even 
the most minor roads. Lanes will be wider, 
surfaces heavier, grades and curves easier, 
drainage will be improved. There will be more 
curbs and sidewalks, higher speeds, more safe- 
ty, and reduced vehicle operating costs. 

Maintenance expenditures will be reduced. 

Since a network of express highways will 
serve the bulk of the traffic, congestion will 
not be a major problem. 


The Real “Highways of the Future” 

The real change in highways and the real 
“highways of the future” will be found on the 
limited mileage of high volume routes connect- 
ing population centers, traversing and circling 
our cities and extending to every part of the 
country. 

This system, totaling perhaps 100,000 miles 
in the United States with about 5,000 miles in 
Michigan, will be built on the controlled ac- 
cess principle now being applied on the 
Detroit expressways and elsewhere. Such high- 
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ways are now Called freeways or expressways, 

Opposing traffic is separated by a center 
mall, all cross traffic is carried over or under 
and ingress and egress is permitted only at 
designated points. Local traffic is carried to 
these points by connecting service roads. 

There are no traffic lights and continuous 
movement at relatively high speeds can be 
maintained safely. 

The future highways will embody many im- 
provements on this controlled access principle 
—all leading to faster, safer, more efficient 
transportation. 

e There will be separate lanes for specified 
speeds—50, 60, 70 miles an hour—with spe- 
cial points of interchange between lanes. 

e Disabled vehicles—now a source of tie- 
ups on our most modern freeways and bridges 
—will be quickly removed by helicopter. 

e Barriers such as large lakes or swamps 
will be quickly traversed over new type 
bridges, and mountains will be pierced by 
lengthy tunnels. 

e Car headlights will be unnecessary on this 
network since built-in illumination will make 
them bright as day. 

e Snow and sleet will disappear as it hits 
the pavement. Fog will be no problem. 

e Parts of the network will be used exclu- 
sively by passenger cars with adjacent facili- 
ties for commercial vehicles. 

e Rapid transit monorail systems will be 
part of urban and suburban expressways. 

e Electronic devices built in highways and 
vehicles will control the smooth, safe flow of 
traffic—all monitored by a closed circuit tele- 
vision hookup covering the entire network. 


Meeting the Congestion Problem 


The most urgent congestion problem today 
is in the cities. However, it must be met 
through bold planning and agressive action. 
The cities that don’t meet it will die off 
through inability to meet the competition of 
the automotive economy. 

While I do not believe we are going to tear 
down and completely rebuild our cities to a 
new pattern in the next 50 years, there will 
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be tremendous changes as the cities are pro- 
gressively adapted to the motor vehicle age 
through construction of expressway networks. 

It is here that the ingenuity of the engineer 
is really going to produce marvels of trans- 
portation fitted to meet the most difficult and 
restrictive physical features. 

e While it will still be necessary to tear 
down blocks of buildings, to make room for 
expressways, they will be replaced with mod- 
ern buildings with expressways on the second 
floor and access ramps and elevators to upper 
floors between the ramps. There will be direct 
access to parking in and under the buildings. 

e Three-level highways will be common- 
place. 
e Sidewalks and show windows will be on 
an upper floor level to avoid interference with 
local traffic. 

e The parking problem will be met through 
a series of devices. New office buildings will 
provide parking places for tenants on their 
own floors. Interiors of business blocks will be 
devoted to parking. There will be more ex- 
tensive use of garages under parks and boule- 
vards. 

e The familiar one-way street will be large- 
ly replaced by one-way expressways. After all, 
why do opposing lanes of traffic have to be 
next to each other? 

e Extreme problems will be licked by tun- 
nelling expressways under city streets. 


Driving on the Future Highways 


In total, what will these and other innova- 
tions do to highway transportation? 

e You will be able to get in your car here 
in Ann Arbor after lunch, drive a short dis- 
tance on city streets, enter an expressway and 
then drive to Sault Ste. Marie in time for 
dinner without a single stop if you so desire. 
(I am assuming that the Straits Bridge will be 
toll-free by then so you will not even have to 
stop at the toll booth). 

e Or, you can enter another expressway and 
drive to Chicago without a stop until you pull 
off the expressway into the parking area of 
your favorite hotel. 


e You can proceed to Los Angeles without 
a single stop caused by traffic lights, cross 
traffic, or congestion. Facilities for fuel, food, 
and sleep will be convenient to the expressway. 

e The Copper Country, Port Huron, Mus- 
kegon, Bay City, New York, and New Orleans 
will be reached in the same manner. 

You may ask where are the billions of 
dollars coming from to pay for this network. 
They are coming initially from an expanding 
economy made possible through more efficient 
highways. What we save through the elimina- 
tion of accidents, through lower vehicle oper- 
ating costs, and reduction in time losses plus 
the opening up of unrealized agricultural and 
industrial potentials will more than pay for 
the facilities. 

What will happen if we don’t meet the high- 
way challenge was evidenced in Washington, 
D. C. recently when a transit strike snarled 
traffic and gave us a picture of things to come. 


Dreams or Facts? 


How much of this is dreaming and how 
much fact? 

e Well, last week I drove from Utica, New 
York to the New Jersey line on the New York 
State thruway with only one stop at Albany 
and that through my own choice. I could have 
started at Buffalo on this magnificent highway 
and driven all of the way to the New York 
City area without stopping if my gasoline and 
stamina had held out. 

e A few miles south of the state line I en- 
tered the Garden City Parkway and drove to 
Atlantic City, stopping only for toll collection. 
Here the opposing lanes of traffic were often 
as much as 600 feet apart—two, one-way 
expressways. 

e It is now possible to drive from Holly- 
wood through downtown Los Angeles at high 
speeds on a six and eight-lane expressway car- 
rying 170,000 vehicles a day and drive off at 
the new Statler Hotel and Office Building 
without stopping. 

Here in Michigan you already have the be- 
ginnings of this future network in the ex- 
pressways from Willow Run to Detroit, in the 
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Lodge and Ford Expressways in Detroit, and 
in other work now under construction near 
Monroe, in Grand Rapids, and elsewhere. 

In the next few years we shall see major 
progress toward this goal through the expand- 
ed highway program recently approved by 
the Michigan Legislature and through a fur- 
ther and greater expansion certain to be ap- 
proved by the Congress soon. 

The same is true throughout the country— 
Chicago, Boston, New York, Atlanta, Texas, 
Maryland, Pennsylvania, and little Rhode 
Island—all are building or planning the high- 
ways of the future. 

Of course, we cannot forget that our high- 
ways are now at least 20 years behind our 
traffic demands. Tremendous engineering and 
financial problems must be solved but they 
can and will be solved. History shows us that 
progress is sometimes slow but stubbornly 


steady. 
Challenge and Opportunity 
The invention and development of the mo- 


tor vehicle has completely changed our econ- 
omy, our mode of living, our eating habits, 


our forms of recreation, our methods of many- 
facturing, assembly and delivery of products, 
the operation of the service industries. 

It is too late to go back to our old way of 
living—either we meet the challenge and 
build the highways of tomorrow or we 
stagnate. 

I, for one, believe we can do it and will 
do it. 

When we do we will find it the most profit- 
able investment we have ever made. 

The motor vehicle will continue to be a 
profitable, pleasurable, and essential machine. 

Life will be better and less nerve-wracking. 
The economy will expand and wholesome 
recreation will be easily accessible. 

Last, but by no means least, the highways 
of the future are a prime necessity for de- 
fense—civil and military. The marvels (with- 
out the possible destruction) of the atomic age 
must be paralleled by equivalent advances in 
the most important, single element of our way 
of life—transportation. 

The highway engineers can meet the chal- 
lenge if you, the people, will provide the sup- 
port and the money. 


OPPORTUNITIES FOR SOCIAL SERVICE 


The social responsibilities of business, large or small, are existent because the public 
says they are. Now the question is—what can we do about them? How can we so focus 

our efforts, whether our business be modest or extensive, so that we will get credit in 

the public ledger for doing something for society above and beyond the sale of a | 

product? How can we cement and reinforce the franchise of quasi free market operation ; 
with which we are endowed by society? In other words, how can we motivate people to 

further condone and accept us? | 

The answer is for business, large or small, to get out its broom. The next ( 

nag ms to take that broom and sweep the walk clear of inertia and do-nothing philosophy ) 

in front of its ! 


own front door. In short, every business should do something to discharge 
its social re ibility. And the amazing fact is that with everyone doing something, 
there is no doubt that the effect will be magnificent anl compelling. Such combined 
effort will register with great impact, and the motivation for increased public support 
and approval of our enterprises is bound to grow. 
—Harry A. Bullis, Chairman of the Board, General Mills, Inc., in an address 
before the Chamber of Commerce of the United States, 
Washington, D.C., May 3, 1955. 


Michigan Business Reviahs 


| 
( 
i 
M 
| 
| 


e8a2 


¢ 


Facts and figures on the current situation 
and an analysis of the underlying reasons. 


The 1955 College Graduate 
Employment Picture 


T is an enviable position to ride high on 
the coat-tails of the soaring 1955 economic 
boom. That the average 1955 college graduate 
has found the promised land and has dropped 
right straight into the middle of it is not based 
entirely on individual merit and worth, but 
primarily because he graduated in 1955. 

It is unfortunate that in some cases, 1955 
graduates had little to offer their employers 
except veteran status and availability. Since 
the simple difference of when a man is born 
can often determine his financial future, it is 
not so strange, then, that the mere difference 
in a graduate’s class-year will so forcibly de- 
termine his fate. Consider, for a second, the 
world horizons as they were soon by the June 
classes of 1933, 1942, 1946-49 and 1955. 

While it would be redundant to dwell upon 
the paucity of success that befell the average 
1933 graduate, imagine the just-as-hopeless 
situation that greeted graduates of the early 
forties. For the first time in a decade the 
economy was humming, but as the young men 
eagerly marched off it was not to the once- 
again busy shops and offices. During the early 
post-war reconstruction years of 1946-48, the 
graduates of that time found recruiters easily 
within ear-shot of the hallowed corridors. The 
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bubble broke during the inventory readjust- 
ment period of 1949-50 and the college grad- 
uate employment market quickly faded away 
while young men literally walked the streets 
looking for jobs. 

June 27, 1950 quickly turned the tables, 
and what has taken place since then in col- 
lege placement has been history. During the 
heights of the Korean War and the subsequent 
cold-war period, it was not unusual to see 
companies bidding for entire engineering 
classes a year in advance, business administra- 
tion graduates stalked in the halls, and liberal 
arts men bombarded with letters and phone 
calls at their fraternity houses. Yes, it is a 
strange world that so impersonally calls the 
shots on the college graduate employment 
opportunities. 

The Graduates of this School 


The graduates of the School of Business 
Administration at the University of Michigan 
have shared in the surging prosperity with 
their collegiate contempories across the na- 
tion during the past year. In quantitative 
measurements, the number of campus-inter- 
viewing firms rose from 81 to 129 in one short 
year’s time, and the number of student inter- 
views climbed from 1,412 to 2,070 in the same 
period. In round numbers, this represents a 
50 per cent increase in placement activity for 
the School from 1953-54 to 1954-55. During 
the past year, there were very few graduates 
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who did not have jobs by the time they fin- 
ished their final examinations. This is not to 
say that all of the School’s graduates found 
employment through the placement office, but 
of those who did choose this channel, total 
success was nearly complete. 

The past year again demonstrated the five 
major avenues that college graduates utilize 
in obtaining employment. For many of the 
young men, the military initially is their first 
job and for those who capitalize on this rich 
experience, the future rewards can be ever- 
lasting. The other four employment channels 
are: family connections, personal contacts, 
college placement offices, and former employ- 
ers. Many of the men who enter the service 
right out of college find ready employers 
through the placement office while still on 
active duty. 


Military Duty and Job-Hunting 

It cannot be stressed often enough that 
young men facing imminent military duty can 
still profitably interview companies that visit 
the campus during their last year. Not only 
will many firms take on likely candidates for 
short periods of time (recent studies have 
shown that a high percentage of “short-term- 
ers” return to their former employer) but 
valuable contacts for future reference can be 
obtained. Since the placement office at the 
School is also an alumni placement facility, 
personnel requests from industry are received 
daily. Men in service, then, will add immeas- 
urably to their own contacts if they keep the 
placement office informed of their discharge 
date and vocational aims. 

More than one serviceman, still on active 
duty, has visited the placement office during a 
leave, contacted a company which had listed 
vacancies with the School, and gone back to 
camp with a job in his pocket. 

The placement office has yet to find a com- 
pany that really will not talk to a man facing 
service, or a man who is now in service. The 
fact of the matter is that the expanding econ- 
omy is far-outstripping the expandable limits 
of the nation’s currently available brain power. 
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Recent studies have pointed out the expecta- 
tions of industrial production and consumer 
consumption in the next ten years far out- 
reach the projected increase in the work force, 
In short, there is and will be for some time a 
shortage of well-qualified young men in most 
organizations. 
Starting Salaries Were Up 


Starting salaries for the School’s 1955 grad- 
uates were outstanding. The median salary 
for the bachelor degree in business administra- 
tion was $350 per month, with a range of 
$300 to $425. Median salary for the master’s 
degree was $385 and the range was from $325 
to $500. Over the past five-year period, start- 
ing salaries for BBA’s have risen roughly $800 
while MBA starting rates have risen about 
$1,000. 

The majority of the men graduating from 
the School go about equally into three main 
vocational areas: accounting, marketing, and 
management training programs. The other 
ten per cent are divided among personnel, 
insurance, real estate, finance, statistics, office 
management, and teaching. Needless to say, 
teaching demand is much greater than the 
available supply. 

Over the past year, the beginning marketing 
positions tended to keep their pole position of 
offering the highest starting salaries. Generally 
speaking, accounting positions offered second 
high, and the training programs were lowest 
of the three. However, many starting rates 
were affected by the man’s age, his experience, 
education, and the sort of beginning job of- 
fered .For example, the older-mature veteran 
graduate student going straight into personnel 
work might begin at $425 while the younger, 
non-veteran BBA graduate might wind up in 
a training program at $350. Except for being 
able to quote ranges and broad averages, it 
is very difficult to pin-point specific starting 
salaries and the various reasons. | 


Salaries of Experienced Men 


It is even harder to speculate upon the 
monetary worth of experienced men. Some 
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broad ranges are known, however, and Dr. 
Frank Endicott of Northwestern University 
has proved for a period of years that the 
average graduate will double his salary the 
first five years out of school. 

Based on our own recent alumni salary sur- 
vey, this School’s 1950 BBA started on the 
average at $3,025 a year and today is earning 
about $6,000. The paradox of experienced sal- 
aries, however, is that they’ve just about kept 
ahead of beginning rates. For example, this 
same alumni study showed the median 1951 
BBA’s current salary at $5,150 and today’s 
1955 median beginning BBA salary is $4,200. 
Although the 1951 graduate started at only 
$3,400, is he commensurately ahead of his 
younger associate in today’s market consider- 
ing his four year’s of experience? 

Interestingly enough, this year’s alumni sur- 
vey produced only 350 active job changers, 
while last year’s survey revealed 418 wanting 
to make a job change. 

There were several principal factors that 
contributed to the overwhelming demand for 
business administration graduates in 1955. 


1. The constantly increasing need for ac- 
countants, both public and private; 

2. The need for sales personnel to match 
industry’s proficiency in mass production; 

3. The continuing outpouring of automo- 
biles, housing, and heavy industrial goods 
coupled with favorable credit terms; 

4. The continuation of the draft and the 
state of preparedness; 

5. The surging population growth and its 
effects on supply and demand; 

6. The sharp competitive factors bringing 
about a terrific demand for analytical-type 
graduates in such fields as marketing research 
and cost analysis. 

7. No appreciable increase in the number 
of college graduates. This year’s 407 business 
administration graduates was just a notch 
ahead of last year’s 396. 

In view of the foregoing factors, there is 
foreseen no decline in the demand for college 
graduates in the near future. Indeed, it is 
manifestly hoped that the current graduate 
will measure up to the expectations being 
placed upon him by society, industry, educa- 
tion, the nation, and civilization itself. 


GUARANTEED ANNUAL WAGE 


Guaranteed Annual Wage is the subject of the current issue of BUSINESS INFOR- 
MATION SOURCES-—the official publication of the Cleveland Public Library’s Business 


Information Bureau. 


It contains references to books, magazine articles, special reports and other data on 


this much discussed subject. The items are so arra 


as to give different points of 


view on the Guaranteed Annual Wage and what it will mean to our economic system 


and problems it presents, discussions on such plans, which have been in o 


tion for 


years, as the P & G, the Hormel, the Nunn-Bush, and coordination of Unemployment 


Compenation with Guaranteed Annual Wage. 


Copies are available from Miss Rose L. Vormelker, Head, Business Information 
Bureau, Cleveland Public Library, 325 Superior Avenue, Cleveland 14, Ohio for a 


mailing charge of 25c. 


Another list of selected books and articles on the 


teed annual wage is now 


available. The list also includes items on business stabilization and the plan of specific 


firms and industries. 


Single copies of this booklet may be had free from W. E. ya Institute for 
Community Research, 709 South Westnedge Avenue, Kalamazoo 44, Michigan. 
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OF THE BUREAU OF BUSINESS RESEARCH 


THIRD SMALL BUSINESS CASE BOOK 

By M. Hoap 

Michigan Business Reports, No. 26 
287 pages, paper, $280 

This volume consists of a collection of twenty-seven actual cases that typify the problems 
facing the small-business operator of today. It contains classroom source material that can be 
used in a number of ways—as illustrations for lectures, as a framework for classroom discussions, 
or a material for oral or written assignments. It will be of interest to students of small-scale 
marketing, accounting, finance, personnel, site locations, and even advertising. 

The cases give the student, in brief form, the major facts that small-business management 
has at its disposal in making policy decisions. Students may have to find additional information 
or suggest what is needed and how it may be obtained within the firm’s resources, They then 
make the policy decisions that are called for, or prepare recommendations for management, and 
defend their condusions. 

Illustrative materials include maps, diagrams, financial statements, organizational charts, 
and, in one case, the letters to stockholders and employees for a period of three years. 


ANNUAL MARKETING RESEARCH CONFERENCE 
Contributed Papers, 1955, Donan R. G. Cowan, Editor — : 
Michigan Business Papers, No. 31 
«151 pages, paper, $2.00 


“Small wonder, in the face of the growing complexity of current marketing conditions, 
that many marketing executives are turning to research men for help in solving their problems,” 
says Professor Cowan in his forward to this collection of addresses delivered at the recent 
Annual Marketing Research Conference. The subjects covered, by experts in each field, include 
an address on Can Management Meet the Challenge?; A Survey of Business Conditions; and 
Recent Progress in Research on New Product Development, Television and Radio Commercials, 
Salesmen’s Time, Marketing of Automotive Parts, Territorial Potentials and Coverage, and 
Distribution Costs. 


RAISING CAPITAL WITH CONVERTIBLE SECURITIES 


By C. James PILCHER 
Michigan Business Studies, Vol. XII, No. 2, 1955 


148 pages, cloth, $2.50 


This comprehensive study focuses attention on corporate management's reasons for issuing 
that hybrid type of security known as the convertible. Neither fish nor fowl, the convertible 
security partakes of the characteristics of both senior and residual investment contacts. In 
appraising the merits of the convertible as a capital raising investment the author makes a 
critical analysis and evaluation of the convertible used, first, as a delayed-action method of 
obtaining common stock capital and, second, as a “sweetner” in an issue otherwise deficient in 
sales appeal. Contributing importantly to this section are the results from a survey made of 
American businessmen's motivations for using this type of security. A 20-year study of the ebb 
and flow of new convertible issues into the capital markets is included. Specific attention is 
given to the existing and potential market for convertible issues with financial institutional buyers. 


ORDER FROM Bureau of Business Research, School of Business Administration 
Bit University of Michigan, Ann Arbor, Michigan 
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